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ABSTRACT
Since2001,BankofJapanhasimplementedmonetaryeasing.Japan
hassufferedunprecedentedrecessionanddeflationformorethan10
yearsandanabnormalzerointerestratesituation.Whilefiscal
expansionhasincreased,BankofJapanhasenforcedunprecedented
monetaryeasing.Thereismuchdisputeoverwhethermonetaryeasing
hasbeeneffectiveandwhethereconomicrecoverydependsonBank
policyoronautonomousandcirculatingfactorsintheeconomy.This
paperexaminesthispolicytoverifytheeffectandfindsthatmonetary
easingbytheBankhasbeeneffectivebutlimitedinscope.
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1.INTRODUCTION
ThispaperevaluatestheBankofJapan'spolicyofmonetaryeasing
thathasbeenineffectsince2001.TheJapaneseeconomyhasbegunan
optimisticperiodofrecoveryfromlongrecessionanddeflation.Japan
hasbeentroubledbyunprecedentedrecessionanddeflationformore
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than10.TheJapaneseeconomyhasalsoenduredanabnormalzero
interestratesituation.Whilefiscalexpansionhasincreased,theBank
ofJapanhasenforcedanunprecedentedpolicyofmonetaryeasing.
TherehasbeenmuchdebateregardingwhetherornottheJapanese
monetaryeasingpolicyhasbeeneffective.Therehavebeensome
misunderstandinganddifferencesinassumptionsofconditionsamong
thoseexaminingthesecircumstances.EveniftheJapaneseeconomyis
recovering,thereisaneedforcaution.Moreover,ifrecessionhasbeen
overcomeandmonetarypolicyisadjustedalongwiththerecovery,one
mustconsidertherisksandcostsassociatedwithit.An`escape'from
monetaryeasingwithoutsacrificeswouldbedifficult.Inthiscase,it
seemsvaluabletoverifythemonetarypolicy.
Thispaperisstructuredasfollows.Thefirstsectionsurveysthe
currentstateofJapaneseeconomyandconfirmsthetransitionof
monetarypolicy.Thefollowingsectionverifiestheeffectofmonetary
easinginJapanfollowedbyacomparisonofthetraditionalandnew
typesofmonetaryeasing.Thepaperconcludeswithcomments.
II.CURRENTSTATEOFJAPANESEECONOMYAND
MONETARYPOLICY
Japan'seconomyisrecoveringgraduallyandisanticipatedto
continuerecovering.Japan'seconomyhasalmostbeenstabilizedasa
wholethankstoincreasedexportsandtheassociatedexpansionof
industrialproduction.Export(particularlytotheU.S.,China,and
ASEANnations)isatasteadypaceeventhoughdomesticdemand,
especiallyconsumption,isweak.Investmenthasbeenincreasingin
responsetoIT-relateddemandfromforeigncountries.Reflectingthese
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developments,industrialproductionhasalsobeenincreasing.Such
movementwasespeciallyremarkablein2002.Moreover,steel,chemi-
cats,digitalhomeelectricappliances,andsoonareingreaterdemand
thanin2001,whendemandincreasedforcapitalinvestmentinIT.The
inventorycycleandcapitalinvestmenthavetransitionedwiththe
UnitedStatesasafactoroftheeconomicrecovery.Enterpriseres-
tructuringandreductionofpersonnelexpenseshavedecreasedexces-
sivedebt,excesscapacity,andover-employment.Thechangesare
occurringinmanyenterprises.
Financialinstitutionshavenotbeenactiveinlendingbecauseofbad
debt,capitalrestriction,andborrowers'mortgageshortageparticularly
becauseofpricedecreasesforland.Givenpersistentstructuralprob-
lemssuchasdebtoverhang,thepaceofrecoveryisexpectedtoremain
moderate.Publicinvestment,meanwhile,isprojectedtobeina
downtrend.However,thesituationhasbeenchanging.Inrecentdata,
realGDPreachedanannualrateof6.4%(2003,10-12quarter).
NominalGDPishasbeenincreasingforsevenconsecutiveterms.
Ofcourse,thereareconcerns.First,consumptionisnotenhanced
easily.Consumerpricesareprojectedtodecliningslightlybecauseof
theseverityoftheincomeenvironmentandtheexpectationofthe
influenceofhouseholdeconomy.
Employmentstatisticsalsohavenotrecovered.However,the
declineinhouseholdincomeisgraduallycomingtoahalt,andprivate
consumptioniscurrentlyshowingsomepositivemovement.Inaddi-
tion,therearesomefearsregardingappreciationoftheyen.TheBank
ofJapanhasalreadyintervenedtoagreatextent.Theelementsof
appreciationofyen,twindeficits,andanxietyaboutterrorismallover
theworldalsostillexist.Thereareworriesaboutincreasesinlong一
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terminterestratesasstockpricesriseandappreciationoftheyenin
2004.Financialinstitutionshavealreadyhadalargeamountofbonds
atlowinterestrates.
Underthesecircumstances,theBankofJapanadoptedtheso-called
`zerointerestratepolicy'from1999toAugust2000.Itdecidedto
`flexiblyprovideamplefundsandencouragetheuncollaterlizedover-
nightcallratetomoveaslowaspossible'inFebruary1999toavoida
possibleintensificationofdeflationarypressureandtoensurethatthe
economicdowntownwouldcometoahalt.Subsequently,inApril1999,
itdeclareditscommitmenttothezerointerestrate`untildeflationary
concernsaredispelled.'Thispolicywasintendedtoaffectmarket
expectationsregardingthefuturecourseofmonetarypolicyactions,
therebystabilizinginterestrates(FujikiandShiratsuka,2002).Since
then,theBankofJapanhastriedamoreaggressivemonetaryeasing
policy.TheBankhasjudgeditappropriatetoprovide,through
monetarypolicyoperations,utmostsupportfortheeconomicactivities
toavoidpossibleintensificationofdeflationarypressureandtoensure
thattheeconomicdownturnwillcometoahalt.Afterreductionsof
officialinterestratetoalmostzero,on19March2001,theBankof
Japanconductedmoneymarketoperations,aimingtheoutstanding
balanceofthecurrentaccountsattheBankataround5trillionyen.
Japan'seconomicrecoveryhadcometoapauseafteritslowedinlate
2000undertheinfluenceofasharpdownturnoftheglobaleconomy.
Priceshavebeenshowingweakincreases,andthereisconcernabout
increasingdownwardpressuresonpricesstemmingfromweakdemand.
Traditionaleconomicstellsusthatwithzerointerestrates,thereis
noroomforadjustmentinthemonetarypolicyandpolicyauthorities
havetodependonfiscalpolicy.However,monetaryeasing,whichis
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unprecedentedallovertheworld,hasbeenexecutedbyBankofJapan.
Tablelshowsthetransitionofthemonetarypolicyafterlawrevision
ofBankofJapanin1998.
Table1.MonetaryPolicyofBankofJapan
Date MonetaryPolicy
1998.9
1999.2
111
2001.2
2001.2
2001.3
2001.8
2001.9
2001.12
TheBankofJapanencouragedtheuncollateralizedovernight
callratetomoveonaveragearoundO.25%.
TheBankofJapanprovidedmoreamplefundsandencour-
agedtheuncollateralizedovernightcallratetomoveaslowas
possible(zerointerestratepolicy).
TheBankofJapanencouragedtheuncollateralizedovernight
callratetomoveonaveragearoundO.25%.
TheBankofJapanintroducedastandbylendingfacilityand
reducedtheofficialdiscountratebyO.15%toO.35%.
TheBankofJapanencouragedtheuncollateralizedovernight
callratetomoveonaveragearoundO.25%.Itreducedthe
officialdiscountratebyO.10%toO25%.
TheBankofJapanconductedmoneymarketoperations,
aimingtheoutstandingbalanceofthecurrentaccountsatthe
Bankataround5trillionyen.
TheBankofJapanconductedmoneymarketoperations,
aimingfortheoutstandingbalanceofcurrentaccountsheldat
theBankofJapanataround6trillionyen.
TheBankofJapanprovidedampleliquiditytothemoney
marketbyaimingatmaintainingbalanceofcurrentaccounts
heldatthebankofJapanatabove6trillionyen.Theofficial
discountratewasreducedbyO.15%toO.10%.
ThebankofJapanconductedmoneymarketoperations,aim-
ingattheoutstandingbalanceofthecurrentaccountsatthe
BankofJapanaround10to15trillionyen.Itincreased
outrightpurchaseoflong-termgovernmentbondsfromthe
current600billionyenpermonthor7.2trillionyenperyearto
800billionpermonthor9.6trillionyenperyear.
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2002.2
2002.9
2002.10
2003.3
2003.4
2003.5
2003.8
2003.10
2004.1
TheBankofJapanincreasedtheoutrightpurchasesoflong-
termgovernmentbondsfromthecurrent800billionyenper
monthtoltrillionyenpermonth.
TheBankofJapanconductedmoneymarketoperations,
aimingattheoutstandingbalanceofthecurrentaccountsat
theBankofJapanataround10to15trillionyen.
TheBankofJapanconductedmoneymarketoperations,
aimingattheoutstandingbalanceofthecurrentaccountsat
theBankofJapanataround15to20trillionyen.Itincreased
itsoutrightpurchaseoflong-termgovernmentbondsfromthe
currentonetrillionyenpermonthto1.2trillionyenpermonth.
TheBankofJapanconductedmoneymarketoperations,
aimingattheoutstandingbalanceofthecurrentaccountsat
theBankofJapanataround17to22trillionyen.
TheBankofJapanconductedmoneymarketoperations,
aimingattheoutstandingbalanceofthecurrentaccountsat
theBankofJapanataround22to27trillionyen.Italso
acceptedloansondeedstotheIndustrialRevitalizationCorpo-
rationofJapanwithgovernmentguaranteeaseligiblecollat-
eral.
TheBankofJapanconductedmoneymarketoperations,
aimingattheoutstandingbalanceofthecurrentaccountsat
theBankofJapanataround27to30trillionyen.
TheBankofJapanpurchasedasset-backedcommercialpaper.
TheBankofJapanconductedmoneymarketoperations,
aimingattheoutstandingbalanceofthecurrentaccountsat
theBankofJapanataround27to32trillionyen.
ThetargetbalanceofcurrentaccountsheldattheBankof
Japanwasraisedfrom`around27to32trillionyen'to`around
30to35trillionyen'.TheBankamendedthetermsand
conditionsfortheoutrightpurchasesofABSs.
Tablelshowsthatmonetaryeasinghasbeenadoptedveryaggres-
sively,includingsomeschemesthathavenotbeenadoptedanywhere
else.Themainoperatingtargetformoneymarketoperationshas
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changedfromthecurrentuncollaterlizedovernightcallratetothe
outstandingbalanceofthecurrentaccountsattheBankofJapan.
Underthenewprocedures,TheBankofJapanprovidedampleli-
quidity,andtheuncollaterlizedovernightcallratewillbedeterminedin
themarketatacertainlevelbelowtheceilingsetbytheLombard-type
lendingfacility.
Thecheckingaccountbalancetargetwasreaching5trillionyenin
March2001,thestartingpointofmonetaryeasingtothecurrent35
trillion.PurchaseofIong-termnationalbondsbytheBankofJapanhas
graduallyincreasedwiththepresentpurchaseat14.4trillionyen,which
correspondstoabout40%ofanewnationaldebt(FY2003is36.4
trillionyen).Additionally,BankofJapanhasadoptedunprecedented
monetaryeasingincludingthepurchaseofthebankpossessionstocks.
ThefiscalsituationinJapanhasbeenverysevere.Therateof
cumulativedebttoGDPwas132%in2003,thehighestamongallthe
industrializedcountries.ThepaceofdeteriorationofJapan'seconomy
hadbeenmoderating,mainlyduetothehugeincreaseinpublicinvest-
ment.However,thereisnoroomforconductingfiscalexpansion.Of
course,thesideeffectforalargeissueofthenationalbondisandwill
belarge.
III.HASTHEMONETARYEASINGBEENEFFECTIVE?
FewdisagreethattheJapaneseeconomyisontheroadtorecovery
andgrowth.However,thereisnoconsensusastowhetherthereason
fortherecoveryistheBankofJapan'smonetarypolicy,especiallythe
monetaryeasingorautonomousandcirculatingfactorsintheeconomy.
Theoreticalgroundsformonetaryeasingarenotfullydevelopedat
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thistime.Thekeyisthe`transmissionmechanism'ofmonetaryeasing.
TheprocesssupportingthismechanismisshowninFigure.
FigureMonetaryeasingtransmissionmechanism.
Monetaryeasing
‐　Changeofshort-terminterestrate
‐　Changeofassetpricesofmid/long-terminterestrate,exchangerate,and
stockprices,etc.
一一>Changeinactionoffinancialinstitutions
-　Changeinactionofenterprise
,householdeconomy
Thefollowinganalysisisbasedonthismechanism.
First,weneedtoexaminewhetherthechange(increase)inthe
checkingaccountbalanceisreallypossible.Intheusualtheory
(analysis),anincreaseinthecheckingaccountbalanceisobvious.
Demandforthecheckingaccountbalancedependsonthenominal
interestrate,whichistheopportunitycostofmaintainingthechecking
accountbalance.However,itdependsonthedemandfunctionof
checkingaccountbalancebecauseitshouldbetakenintoaccountthat
theinterestratehasbeenalmostzeroinJapan.
Thesupplyofthecheckingaccountbalancehasbeengrantedin-
creasedflexibilitybyconductingmoneymarketoperations,aimingat
theoutstandingbalanceofthecurrentaccountsattheBankofJapan's
checkingaccountandoutrightpurchaseoflong-termgovernment
bonds.
Surely,thecheckingaccountbalancehasincreasedgreatlyinreal-
ity.Thereasonisthattheinterestratehasbeenalmostzeroandthe
Japanesefinancialsystemhasbeenunstable.Thepossibilitythat
communicationexpenseandvariouscostsoftheBankofJapanfinan-
cialnetworksystemrentalsandsoonhavenotbeenabletobepaid
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whenthefundhasoperatedbyovernightininter-bankmarket.There
isalsoapossibilitythateachfinancialinstitutionconsideredthepossi-
bilitythatobtainingcapitalfromshort-termmarketwouldbecome
difficultbecauseoftheinstabilityofshort-termfinancialmarkets.
Whatinfluencedidtheincreaseinthebalanceofcheckingaccounts
exertontheshort-terminterestrate?Ofcourse,theinterestrate
decreasestheoreticallyinproportiontoanincreaseofthechecking
accountbalance.Inreality,short-terminterestratesfell,eventhough
thedecreaseswerenotlarge.
Considerinadditionthechangeofassetprices,mid/long-term
interestrates,theexchangerate,andstockprices.Theoretically,mid/
long-terminterestrateswouldfall,stockpriceswouldrise,anddepreci-
ationoftheyenwouldincrease.However,theinfluenceontheinterest
rateandstockpriceslargelyhasnotbeenrealized.Themainreason
seemstobethattherewasnoroomtodecreasetheshort-terminterest
rates.Fortheexchangerate,theeconomicrecoveryoftheUnited
StatesandtheinstabilityofJapan'sfinancialsystem'smightinfluence
theyendepreciationparticularlyfromNovember2001tothebeginning
of2002.Depreciationofyenwouldenddeflation;however,thatis
costlytoJapananditsneighbors(Meltzer,2001).Evenwithlong-term
interestrates,largedecreaseshavenotoccurredbecauseneitherinfla-
tionnorpriceforecastswereaccurateaccordingtotheeconomic
theory."
ConsideragainFigureabove.Whatinfluencedidthechangeof
assetpricesexertonthedeposithandlingorganization?Theoretically,
theactioninfinancialinstitutionsisdeterminedbythedecreaseof
interestrates.However,itseemsthattheinterestratedecreasedidnot
haveastronginfluence.ThereasonisthattheinterestrateinJapan
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hasbeennearzeroandfinancialinstitutionsinJapanhavelarge
holdingsofpoorlyperformingassets.Ofcourse,itispossibletoraise
earningsbyreducingthedepositinterestratefurtherandbytaking
risks.Theinterestratehasbeenalmostzero,sothereisnoroomfor
suchanoption,andtherearealotofinterestrateandpricerisksin
possessingfinancialinstitutionstocks.
Finally,Figureillustratestheinfluenceoftheeconomy.Thismay
bethemostimportantpoint.
Itisimportanttoseethemovementofmonetarybase,money
supply,andGDP.Thesethreeindexeswereexhibitingsimilartrends
around1995.Afterthat,therisingofthemonetarybaseisremarkable;
ontheotherhand,theincreaseofthemoneysupplyisnotsolarge,and
theGDPhasleveledoff.z'ThereasonisthatJapaneseeconomyhas
beenintheadjustmentprocess,andtherehavebeendamageswithrisk
taking.The`Re-balanceeffect'ofportfoliosinprivateenterprises,
includingfinancialinstitutions,hasnotbeenrealized.Inaddition,the
influenceofbaddebtmighthaveexistedinthefinancialinstitutions.
However,thereisapossibilitythatthelargeandrapidincreaseofthe
monetarybaseafter20011edtheriseofnominalGDP,thoughtheeffect
hasnotbeengreat.
WhathavemovedtheJapaneseeconomyintotherecoveryprocess?
Isitduetotheeffectofmonetaryeasingorsomeotherautonomous
economicandcirculatingeffect?Itisdifficulttodeterminethe
answers.Recently,manyJapaneseeconomistsstatethelatterasthe
principalcauseoftheeconomicrecovery.However,Iproposethatit
isappropriatetojudgetheeffectoflarge-scalemonetaryeasingby
considerthechangeinconditions.Thereissomepossibilitythat`time
axiseffect'citedbyKrugman(1999)hasbeeneffectivebecausethe
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BankofJapanhascontinueditspolicyofmonetaryeasing.Thenext
sectionprovidesempiricalanalysesformonetaryeasingandanalyzes
concretemeans,includingprogramming,ofmonetaryeasing.
IV.HOWSHOULDMONETARYPOLICYBECONDUCTED?
a)IsMonetaryEasingNecessary?
WhenamonetaryeasingwasfirstintroducedinMarch2001,Bank
ofJapandefinedthetermas`theconsumerpriceindex(perishable
foodsareexcluded)isstablewhenitbecomesO%ormore'.After-
wards,ChairmanFukuideclaredthattheBankwouldcontinueits
stanceforthetimebeing(November,2003).Thereisagoodpossibility
thatthemonetaryeasingreleasemadesevere.
Consideralsothequestionofwhetheritwillbenecessarytocon-
tinuemonetaryeasinginthefuture?Fukao(2000),Ahearneetal.
(2002),andShinpo(2002)determinedthatdeflationandsevereeco-
nomicconditionsinfluencethedeteriorationnotofthestructuralfactor
butofmacrodemandandsupply;theyproposethatmonetaryeasing
shortageastheprincipalcauseofdeflationandrecession.However,
bothfactorsmightinfluencetheJapaneseeconomy.Thereisalsosome
possibilitythatthatstructuralelementhasbeenlargerthanthema-
croeconomicelements.Itisdifficulttodistinguishthecause,andthe
extentismeasuredbyeconometricanalyses.
TheresultofasimpleanalysisoftheGDPgrowthrateisasshown
inTable2.Thesampleperiodisfrom1992QIto2003Q3.In1991,the
`bubbleeconomy'collapsed.
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Table2.AnalysisofGDPGrowthRate
GDPgapExpectedC
°nstant'(
1-yearlag)inflationrate
ExpectedDiscrepancyrate
rateofofvelocityof"Adj
.RZimportpricemoney
change(1-yearlag)
o.sa
(1.08)
0.62
(2.85)
0.56
(3.27)
11'
(3.02)
13.32
(1.97)
1:
Note.TheGDPgapisdifferencebetweentheGDPdeflatorandpotentialGDP
deflator.PotentialGDPwasquotedfromOECD.Importinflationrateisthe
averageofpasttwoperiods,andthediscrepancyrateofcirculationspeedfrom
thetrendisthedifferencebetweenthecirculationof(GDP/moneysupply)and
itstrend(Kalman-Filtermethod).
MoneysupplyisusedM2十CD.()istvalue(sameasfollows).Allofthedata
exceptforpotentialGDPisfromIFS(IMF).
Theresultshowsthatthemainreasonfordeflationisthedeterioration
ofthemacrodemandandsupplyeventhoughtherearesomestructural
elementsthatinfluencedeflation.
Next,theinfluenceofmonetaryeasingoneconomicgrowthis
examined.Kurihara(2003)showedthatmonetaryeasinginthe1990s
wasinsufficient.Ontheotherhand,thereissomepossibilitythatthe
relationshipbetweenmoneysupplyandGDPisunstablebecauseofthe
zerointerestrateandapreferenceforsafeassets.InJapan,people
prefersafeassetsinspiteofthefactthattheyearnalowreturn.To
demonstratethiseffect,Table3showsthenominalgrowthrateregres-
sedbytherateofmoneysupply,therateofgovernmentexpenditure,
therateofexportvolume,andinflationrate.Thesampleperiodisalso
1992QIto2003Q3.
Notethatthecoefficientofthemoneysupplyislargerthanthatofthe
governmentexpense.Theresultshowsthatmoremonetaryeasingis
neededandthatmonetaryeasing,aggressivelydone,hasproducedan
increaseinthemoneysupply.Iffinancialinstitutionstookgreaterrisk,
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Table3.AnalysisofNominalGrowthRate
Rateof
Constantmoneysupply
(1-yearlag)
Rateof
government
expenditure
(1-yearlag)
Rateof
export
Inflationrate
(1-yearlag)
Adj.RZ
一 〇.88
(3.15)
0.37
(6.12)
0.14
(1.18)
1.02
(3.82)
0.29
(2.22)
1:
Note.DataisfromIFS(IMF).
assetpriceswouldriseandasaresult,leadtoincreasedlending,active
investment,andeconomicgrowth.
Ofcourse,therewouldbeacriticismthatthemoneysupplywould
notincreaseevenifthemonetarybaseweretoincreaserapidly.Ifthis
wereconfirmed,thetransmissionmechanismexplainedabovewouldbe
disproved.Toconfirmit,asimilareconometricanalysisisperformed.
Thesampleisquarterlyandmonthly.TheresultsareshowninTable
4.
Thedegreeofincreaseofthemoneysupplywasnotsolargewhenthe
monetarybaseincreased.Howeverthereissurelysomeeffect.
Monetaryexpansionalsomayrecentlyhavepreventedyenapprecia-
tion.3」
Theeffectofportfoliorebalancingshouldbeemphasized.Thereis
criticismthattheeffectissmall.However,therewouldbesomeeffect
fromrebalancingevenifitisnotlarge.Ontheotherhand,theshiftto
foreignbonds,corporatebonds,andstocksdoesnotoccurtoanygreat
degree,exceptforgovernmentbonds,eventhoughlow-levelstabilityof
theinterestratemighthavebeenachieved.Otherreasonsthatmoney
supplyhasnotincreasedmaybehighunemployment,businessres-
tructuring,andinthelongterm,populationdecrease,growthrate
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Table4.AnalysisofMoneySupply
Term Constant
base(log)attitude
MonetaryLendingMoneysupply
Adj.RZ(
log:1-termlag)
1980-2002
1980:1-2003:10
1991:1-2003:10
0.43
(3.88)
0.65
(1.23)
0.47
(2.31)
0.41
(9.85)
0.04
(5.34)
0.02
(2.03)
0.0004
(5.64)
0.72
(16.47)
0.92
(30.34)
0.90
(43.26)
0.93
1'1
1....
Note.Lendingattitudeisquotedfromthe`tankan'(surveyofsmalland
medium-sizedenterprisesbyBankofJapan).Thetoprowisquarter-
lyandthemiddleandbottomrowsarebasedonmonthlydata.
decrease,pensionproblems,deficitsinJapanesegovernment,andsoon,
whichdonotpromptincreasesinconsumptionandinvestment.Finally,
preferenceforlow-risk,safeassetsisstillstrongthoughthesavingrate
ishighinJapan.ThisisaspecificfactorinJapan.
b)ConcreteMeansOfMonetaryExpansion
BankofJapanhasadoptedtraditionalandcommonmethodsthat
areusedallovertheworld,suchasofficialdiscountrate,openmarket
operation,reserverequirements,andsoon,asmonetarypolicymeans.
However,whenthesehavebeeninsufficientthentheBankhasadopted
theLombard-typelending,buyingupoflong-termgovernmentbonds,
stockpurchaseoffinancialinstitutions,andpurchaseofasset-backed
securities.TheseareunprecedentedfinancialpoliciesnotonlyinJapan
butalsoallovertheworld.
Amongthesepolicies,thebuyingupoflong-termgovernmentbonds
hasbeenremarkable.Itsvolumeisquitelargeasmentionedbefore.
Thereisapossibilityofmisinterpretinggovernmentbondprices,that
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is,`pricesupportpolicy',too.Therealsoisariskofmakingmonetary
tighteningforcontrolofinflationdifficultwheninflationoccurs.Inthe
future,thereissomepossibilityofpricedecreases,highinterestrates,
andsloweconomicgrowth.
Anotherimportantpointthatshouldbetakenintoaccountisthe
roleoftheforecast.Along-terminterestrateisanaverageofthe
presentvalueofshort-terminterestratesandexpectationsofthefuture
short-termrates.Atthistime,theshort-terminterestrateisalmost
zero,sochangingthelong-termratemeanschangingfutureexpecta-
tions.Torealizethis,somepolicy,forexample,`policydurationeffect',
wouldbeneededandeffective.
Stockpurchaseoffinancialinstitutions,andpurchaseofasset-
backedsecuritiesaredrasticforcentralbanksallovertheworld.
However,theyarenoteffectivebecauseoftheinstabilityofstock
prices.Stockprices,onthewhole,havebeenweak.
Toencouragethepermeationoftheeffectsofmonetaryeasing
throughtheeconomy,financialmarketsmustfunctionproperly.The
purposeistoencourageanincreaseinlendingtosmallandmedium-
sizedenterprises.
Clouseetal.(2000)statedthatazerointerestratepolicypursuedby
usingtheshort-termfinancialinstrumentsinopenmarketoperations
wouldnotbeausefulwaytoincreasetheamountofthemoneybase,
becauseshort-termfinancialinstrumentsandthemonetarybaseare
essentiallyperfectsubstitutesforeachother.However,theeffect
obtainedviaexpectationsregardingthefuturepathsofthenominal
interestrate,theinflationrate,andassetpriceswouldbeuseful.Policy
durationeffectalsowouldbeimportant.Theresultcannotbeshown
becausenotenoughtimehaselapsedsincethepolicywasfirst
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introducedandstockpriceshavenotrisen.However,durationpolicy
maybeeffectiveinthefuture.
Inflationtargeting
Someeconomistsinsistthatinflationtargetingisasuitablemeasure
forcontrollingdeflation.TheOrganizationforEconomicCooperation
andDevelopment(OECD),Cargill(2001),andTaylor(2001)recom-
mendedinflationtargetingforJapan.First,therealizationofthe
centralbank'sgoalofpricestabilitymightnotbejudgedaccuratelyin
theabsenceofclearstandards.Second,makingthegoalsofthecentral
banksclearerandmoretransparentguaranteesaccountabilityforthe
targetandindependencefromthegovernment.Third,thisapproach
allowsforstabilityoftheexpectedinflationrate(Bernanke,2003;
Bernanke,etal.,1999).Finally,inflationitselfisreduced.Targetsof
thecentralbankmustbeclarified.Anindependentsecuringandthe
inflationforecastexistinthis.Onemeritofthisapproachisstabiliza-
tion(BernankeandMishkin,1997;Nakahara,2000).4'
PurchasesSuchasForeignLoans,RealEstateInvestmentTrusts
(REIT),andExchangeTradedFunds(ETF/indexshares)5'
Thesepoliciesaredesignedtorespondtofuturesituations.Whether
theBankofJapanneedstoprovidemoreliquidityisakeytothe
introductionofthismeasure.Fortunately,theeconomicsituationis
pickingup,andmoreover,depreciationofyenhasnotoccurred,which
permitsustoavoidthisapproach.Thepoliciesmustbeintroducedwith
greatcare,ifatall,astherearesomesideeffects.Japanesestock
pricesarenothigh.Boththevolumeandthecontentofthebalance
sheetoftheBankofJapanshouldstaysound.
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V.CONCLUSION
ThoughmonetarypolicybyBankofJapan,especiallymonetary
easingandinflationtargetingreflectastrongtechnicalside,much
disputeisongoingandthatshouldbehighlyrespected.Muchdiscussion
dependsonthepre-assumption'sdifferenceofthemodel,however.For
instance,thecauseofdeflationmaybedemandshortageorstructure,
whichhasnotbeendetermined.Moreover,thedegreeofdeflationis
thatone.Economistsdifferwidelyonfiscalpolicyeffectiveness.
Inaddition,evaluationforthefinancialpolicyshouldbeundertaken
withgreatcare;inparticular,thetransmissionmechanismshouldbe
presentedmoreclearly.Aboveall,therebalanceeffectissmallin
Japan.Clearevidenceisneededtosupportitbecauseitmayaffectthe
economydirectlyandlargely.
Inaddition,thesituationinthefuturewillbekeytofuturepolicy.
AttheBankofJapanpolicycommitteeandthemonetarypolicy
decisionmeetinginFebruary2004,PolicyBoardmembersdisagreed
abouttheneedfororappropriatenessofadditionaleasing.One
membersaidthat"Businessisblur",andanothersaid,"Theeffectof
improvingofthecheckingaccountcannotbeadmitted".On20January
202004,theBankofJapanjudgeditappropriatetoraisethetarget
balanceofcurrentaccountsheldtheretoreaffirmitspolicyofover-
comingdeflationtoensureacontinuedrecovery.However,thesitua-
tionischanging.Discussionsshouldresumewhenthetimeapproaches
toterminatethemonetaryeasingplan.
Thispapersuggeststhatmonetaryexpansioniseffective;however,
Iamnotignoringplansotherthanmonetarypolicy.Structuralreforms
forbaddebt,excessivedebt,over-employment,andsoonshouldbe
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considered.Tomakemonetaryeasingfullyeffectiveinrestoring
Japan'seconomyonasustainablegrowthpath,progressinstructural
reformswithrespecttothefinancialsystem(e.g.,resolutionofthe
problemofnonperformingassets)aswellasintheareaofeconomyand
industryareessential.Structuralreformmaybeaccompaniedby
painfuladjustments.Withoutsuchadjustments,however,neither
improvementinproductivitynorsustainableeconomicgrowthcanbe
obtained.Inaddition,pay-offandrelationshipbankingandsoonare
nowbeingdiscussedinJapan.Itisnotpossibletosolvetheserious
problemsoftheJapaneseeconomywithoutaddressingsuchissues.
Itmayalsobeimportanttoeliminateexcessivetakingapessimistic
viewprincipleattheendandtopromotestructuralreformandder-
egulation.
Footnotes
1)However,BankofJapanshouldnotbeblamed.Thecentralbankisnot
along-termcapitalsupplyorganization.Theroleofthecentralbank
shouldbeconfirmed.SeeKomiya(2000).
2)Theincreasedrateofmoneysupplyisabout7%,thoughthemonetary
baseincreasedabout70%sinceMarch2001.GDPgrowthratewas1.7%
duringthatperiod.
3)Theeffectofmonetaryeasingonaccelerationofinflationmaybe
small.RefertoSarnoandTaylor(2001)andPriscilla(2003).
4)Ofcourse,therearesomesideeffects.See,forexample,Akerlofet.al.
(1996),GautiandWoodford(2003).
5)Recentlythesyndicatedloanclaimwasdeemedacceptableasamort-
gage(November,2003).
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